market wall exist for such services, polic- 
ing costs will be high and the hypocrisy 
of the situation will lead to a loss of 
confidence amongst the public. Thus in 
athletics it is alleged that under-the- 
counter payments are widespread and 
that some athletes are paid large sums to 
appear in showpiece meetings organised 
by independent promoters. In the US 
an athlete is reported to have earned 
£130,000 a year without infringing his 
'amateur' status. In rugby union, a former 
Welsh international had to take two 
newspapers to court to clear himself of 
the allegation that he had infringed his 
amateur status by accepting income 
from a book. Mike Burton says players 
are provided with free kit by the manu- 
facturers and some are paid per game to 
wear the product of particular companies. 
In France direct cash payments, in 
addition to employment and housing, 
are provided by some clubs. He suggests 
the sport would be much healthier if the 
rugby union loosened the rules to allow 
'broken-time* payments, commercial 
agreements for the players and writing 
books for payment. It would stop the 
outflow of top class players into the 
professional rugby leagues. It would 
allow former leading players who had 
been debarred from further involvement 
in the sport to contribute their know- 
ledge to administration of the sport and 
the coaching of young players. 

The present system probably leads to 
a misallocation of resources. We cannot 
be certain that star performers will appear 
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where their potential contribution is 
most, for the allocation of talent will be 
influenced by the willingness to break 
the rules or the possibility of escaping 
detection. If the predominant effect of 
such restrictions on competition were to 
limit the supply of amateur sportsmen 
prepared to accept payment for sponsor- 
ship promotions, the price of sponsorship 
could rise artificially and there would be 
underprovision of sponsorship in the 
market. If in contrast, the predominant 
effect were a reduced demand for spon- 
sorship by firms, the price for sponsorship 
would be artificially reduced but again 
there would be an underprovision in the 
market. If this also resulted in an under- 
provision in the sport as awhole producers 
themselves, consumers and sportsmen 
would suffer as a consequence. 

The organisers of 'amateur' sports 
should either concede that they are 
quasi-professional sports and abolish the 
distinction between amateurism and 
professionalism, as has already occurred 
in some sports such as badminton and 
bowls, or accept the logic of their con- 
victions and cease to operate as spectator 
sports. Has the introduction of an 'open' 
Wimbledon resulted in losses for any of 
the relevant groups?The tennis champion- 
ship is still regarded as the world's leading 
tournament and pulls in massive crowds. 
Could this status have been maintained if 
the tournament had remained amateur? 
Would British tennis as a whole be any 
stronger today? 



ANDRE W MELNYK 

Hayek Too Lenient on Socialist Calculation 

Professor Hayek (JEA 2.3) allowed that collectivist planning, although practically impossible, could 
conceivably work in theory. Andrew Melnyk shows that Ludwig von Mises had demonstrated in 
1949 that it is just as impossible in theory as in practice. 

Professor Hayek (JEA 2.3) exposes the Lange to have refuted Ludwig von Mises' 
emptiness of the claim of Professor Oskar demonstration that economic calculation 
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in a socialist society is impossible. 

After Lange made his initial claim, 
Hayek replied, in essays reprinted in his 
individualism and Economic Order 
(1949), using two of the arguments in 
the JEA article: first, the task of assemb- 
ling all the necessary information the 
central planning board would require 
would be insurmountable; second, the 
resulting algebraic problem could not be 
solved, at least, not in time. 

This is widely known by economists, 
even by socialists. What seems unknown, 
and is hardly ever noticed in writings 
that acknowledge Hayek's arguments, is 
that Ludwig von Mises himself replied to 
Lange in Chapter XXVI of his Human 
Action (1949). 

First he explains that competitive 
equilibrium is describable by systems of 
differential equations. He continues with 
unanswerable algebra: 

'We call the present day D! and the 
day the equilibrium will be established 
D n . Accordingly we name the follow- 
ing magnitudes corresponding to these 
two days: the scale of valuation of the 
goods of the first order Vi and V n , 
the total supply of all original factors 
of production Oi and O n , the total 
supply of all produced factors of pro- 
duction P! and P n , and summarize 
Oj + Pi as M t and O n + P n as M n . 
Finally we call the state of techno- 
logical knowledge, T x and T n . For the 
solution of the equations a knowledge 
of V n , O n + P n = M n , and T n is 
required. But what we know today is 
merely Vi , O! + P! = Mi , and T, ' 
(pp. 711-12). 

The point is simply that all the infor- 
mation even potentially available to a 
planning agency would not, if used to 
try to solve the equations, lead to the 
expected and desired results, because in 
the real world the economic system never 
attains equilibrium , but only tends 
towards it. The information available to 
a planning agency would be useful for 
solving the relevant equations only if it 
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were admitted that the economy was 
already in equilibrium. But this is an 
absurd assumption. Even if it were true, 
it would undermine the claim that plan- 
ning would improve allocative efficiency. 

Lange 's 'solution' to the problem of 
economic calculation in a socialist society 
was thus demolished by Mises himself 
33 years ago. But we cannot then accept 
Professor Hayek's claim 'that from the 
factually false hypothesis that the central 
planning board could command all the 
necessary information, it could logically 
follow that the problem was in principle 
solvable' (his italics). For Mises' argu- 
ments show that this conclusion does 
not follow, neither in the logic of theory 
nor in any practical way. 

Another argument with which we can 
assail the claims of Lange will appeal to 
those sympathetic towards the economics 
of politics. It is put well by Ljubo Sire in 
his Economic Devolution in Eastern 
Europe (IEA/Longmans, 1969): 

. . the data for calculations would 
have to come from the productive 
units, the enterprises. But they tend 
to distort information. . ♦ . In fact, 
the situation of the enterprise depends 
on how it fulfils the plan and so the 
enterprises are tempted to send infor- 
mation that ensures them favourable 
conditions; for instance, they ask for 
excessive quantities of raw materials 
or equipment, or conceal their real 
capacities' (p. 59). 

None of this is meant to detract from 
the contributions Professor Hayek has 
made to exposing the contradictions of 
socialist economics. But his case is 
stronger than perhaps even he imagines. 
Instead, I have indicated four separate 
reasons, each of which would be con- 
vincing by itself, that economic calcu- 
lation, and hence rational economic 
activity, cannot be achieved by Lange 's 
methods: 

— first, mathematical solutions would 
work only if the economy were already 
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in equilibrium. Since the economy is 
never in equilibrium, such solutions 
would never work. 

— second, even if the economy were in 
equilibrium, the amount of infor- 
mation the planners would require 
would be too vast and too widely 
dispersed for it to be collected before 
it became out of date. 

— third, even if some fantastic new 
information-gathering system were 



devised, there is no reason to think 
that it would obtain accurate infor- 
mation. 

— fourth, even if all the preceding objec- 
tions could be answered, the number 
of equations the planners would have 
to solve, even with the aid of com- 
puters, would be too large to be 
manageable before the data had 
changed. 



J. R. SHACKLE TON 

In Defence of the Unions 



Professor Minford's claim that unions force a million workers out of jobs neglects several important 
factors, according to J. R. Shackleton, who cites various studies in support. Professor Minford 
replies with the reasoning behind his estimate and maintains his claim for massive reduction in union 
power is unaffected. 



Professor Minford is a lively and engaging 
controversialist who has made major 
contributions to the debate on macro- 
economic policy. Nevertheless, in allo- 
cating the blame for the loss of a million 
jobs on the trade union movement (JEA 
2.2) he does appear to have stepped out- 
side his main area of expertise and to 
have overstated his case considerably. 

First, Professor Minford fails to clarify 
exactly what he means by 'the substantial 
rise in union power since the early 1960s'. 
At times he seems to take this power as 
synonymous with the proportion of the 
labour force unionised, an approach on 
which I thought the Hines-Purdy-Zis 
controversy had cast some doubt. In that 
debate (see Laidler and Purdy, eds. 
Inflation and Labour Markets, 1974), 
it was pointed out (a) that no adequate 
account of the micro-economic processes 
relating unionisation to wage increases 
had been offered and (b) that unionis- 
ation can rise for reasons unconnected 
with union power. If Professor Minford 
is taking 'power' to mean unionisation, 
surely this is extremely misleading with- 



out considering the changing composition 
of trade union membership over this 
period? The great growth areas over the 
1960s and 1970s were white-collar and 
public-sector unionism (with, incidentally, 
female membership growing much faster 
than male). Those union sectors which 
were growing fastest were not those 
where wages were growing particularly 
rapidly. 

The increase in union membership 
might be seen rather as a defensive 
reaction to the inflation of this period — 
the econometric evidence is ambiguous 
(see Bain and Elsheikh, Union Growth 
and the Business Cycle, 1976). 

But if by 'power' Professor Minford 
means the growth of trade union immun- 
ities, the closed shop, etc., I would 
contend that the increase in such power 
has been exaggerated, with legislation 
serving largely to regularise practices in 
existence for many years de facto if 
not de jure. Furthermore, while they 
may be deplored on grounds of civil 
liberty, these practices do not seem to 
have a significant effect on wage levels: 
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